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NATIUNAL SRCURITY adD ECONONMIC GROWIH

Porhsps it would be best to begin by making sure that we all have the
same understanding of the term 'mational security' in the context of the
obgservations 7 shall make today. 7 shall not be speaking of it in the
limiting sense of direct military progrems, but in the much broader frame-
work of our total posture in confronting the versatile challenge of
gommunism. For it 1s sszential not only that we recognize this basic
versatility of commuiniem'a program, hut aleso that we view our national
gecurity problem in equally versatile terma.

I wordder if you were etruck, ae I was, by the recent cobservations of
wWalter Lippmann with respect to Khrushchev's visit, Let me read three
ghort peragraphs from Lippmenn's column of September 178

e, K. 18 the chief adversary of the United States. i has come
hers to telk seriocusly with the President, and to persuade the American
people that while he 18 their challenger, their rival and their competitor,
he is not their snemy. e ls not bent on destroyiag them but on outdoing
them in all fields of intellectunl endsavor.

“This 18 & sobering prospent, and it cannot be sald that Mr., Khrushohev
is concealing the serilousness of the challenge which he poses., For the
trug inwerdness of this challenge is atmed directly at the critical wesk-
ness of our society,

"The oritioal weskness of our soclety is that for the tisme heing our
people do not have great purposes which thsy are united in wanting to
achiave. The public mood of the country ie defensive, to hold on and to

congerve, not to push forward and create. We talk sbout ourselves these
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days as if we were a comleted society, one which has achieved its
purposes, and has no fuwther grest business to transact.”

Coming from a thoughtful American, this is severe criticism, In my
own view, it moes too far, We have by no mesns lost our spirit of enter-
nrise, bLut ve can and should ask ourselves whether we ere making the most
of 3%, This has a bearing on what we are conslidering here today,
Hational security can't be bought solely with huge appropriations for
deterrent power, nor assured by dramatic demonsirations in ouler epace,
nor exsreised by & blind belisf that communism must inevitably meet & bad
end., What we are for is even mors pertinent than what we are againat,
14th thie goes the issue of how a free society in the present age goes at
the job of defining ite objectives, calculating the costs and the
sacrifices, and ordering its resources to produce the desired results.
Or, a8 Lippmann pute it, the task is to rediscover our "grest purposes,”
arnd unite in achieving then.

The Soviet offensive

oy the first decade or s0 of the cold war, w@ wers preoccupied with
the militery and ideological aspects of the Soviet threat, Then, and
rather suddenly, we wers made aware of unexpected Sovist drives in ecience,
education, and industrielization, Now the threat takes a declsive new
form, articulated by Mr. Khrushchev himself in his celebrated declaration
of sconomic competition within the framework of coexistence, I think we
wmderatand the workings of the communist society well emough to be sure
that there will be no lessening of collateral pressures on the free world,
even though the propaganda emphasie may now be welghtsd toward cowpetitive
egonomice, The Soviet offensive will continue o be versatile in its

Approved For Release 2001/08/27 : CIA-RDP62S00545A000100090034-0



Approved For Release 2001/08/27 : CIA-RDP62S00545A000100090034-0
-3 -

character and in its techniquas,

Yet, the buildup in economic competition cannot be discounted, if for
a0 other reason than that 1% is basic to communism's sirong appeal to the
have-nots of the world in the sense of holding out the promise of a better
way of life, The longetanding leadership of the United States in economic
nrogress has been s factor which we have taken for grantad in intere
national polities, Now we are being challenged by communism's determina-
tion to overhsul us and surpsss us, and we must not fall to recognize that
this i3 a matter of no emall importance to the subject wa sre here %o
vonsider today, namely, our national secwrity.

We could spend the whole morning reviewing comparative statisties on
doviet va. U, 3, sconomic growth. The Soviets, with a Gross Hational
rpoduct roughly L0 percent of ours, have recently been advancing &t an
sverage annual rate two or three times grester than our own 3 to 3% per-
cent, They aim o gatoh up with us in autput by 1365, and forge ahead by
1970, I think 1t 4s important that we recognize that their recent remark-
able progress has becn concentrated in basic indusiries and sgricoulture}
and that we yre in no sense comparing gimaltansous perforsance by iwo
evenly-matched industrial systems, They ere poing through a stage of
industrial expansion that lies in our past record, and they are progressing
from a starting-point that in no way reflects the situation in which we
find ourselves as & fully~developed industrial society. Noreover, a8 some~
one has polinted out, their goal of outpreducing us by 1970 seems to require
that our own growth rate will slip back to about two percent a year, which
ie certainly an asaumgticn we are not obliged to swallow, otill, while us
way be skeptical &8s to the Soviets' economic timetable, we have to face the
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nossibility that, in time, the U, S, snd the Joviets could be more closely
balanced in ageregate produstive potential.

Thig i8 a sobering prospect. Ulven the plentiful natural resources
with which the Sovists can back up their coming industrial power, and
recognising the cold-blooded managerial determinism which they can uring
to the utilimation of these resourcss, their system presents formidable
agpseta,. Still, we must remember that Cross Sationsl Product is not
necessarily a qualitative indicator of economic growth or balance., It is
an expreasion of argrapates, and comparisons made in those terms can be
very misleading. Measures of raw econormic power, imperfect as they are,
are no basis for predicting the long-term anjesl of a particular system of
peononics as the most homeful basis of aczclal progress and human fulfiliment.

A& preat difference in the two symtems is, of course, the role of
public voliecy as the vrime mover in economic development., In the foviet
wystem, public policy has deoreed the hard messures which have provided
the resources for enormous public investment ia heavy industry, along
with a standard of austere devrivation in other categories of production,
Fricas, wages, working conditions, earnings, the levels of industrial
investment, and taxss are sll settled at the level of public poliey. I
hardly need to say that this gilves the Soviets 2 strateglc advantage that
we both lack and have no disposition to emulate., Except for periods of
wartime mobilization, public policy in the United 3tates has not chosen
to set mpide the symtem of private choloe, competitive bargeining, and
free market forces which characterize the process of economic development

under capitaliem,
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34111 another fact which must be remsmbersd in assessing the Soviets’
recont growth rate is that they have taken full advantaze of the
accumulated technological progress of the test. 74 has Leen possible for
them to prefit in the short vun from the trial-snd-error experlence of the
frep-onterprise aystem over a whole century. Frofessor Walt Hostow, in
hie Doonomist Dapers on growth, shede a historicsl perspective in this
regard, and 7 quote him: "Once the United States and continental westera
furope had completed their take-off, much of the British lsad was goney
for they conld bring the backlog of technology to bear mire rapidly than
1% had been crested. The story s being repeated now as Russia closes the
technological gep on the Westj China, Tndia, Brazil and others nromise o
reneat the trick apain on the older mature powers, including Russis, in
the next hallf-century or so.v

Creater matarily &Ad further sdvances in production will plant the
seeds of slower growth in other ¥ays s well., The rapid growth of Zoviet
output to date has been sccompanied by better utilisation of manrower--
particularly transfers from agriculture to heavy industry. This camot be
continued indefinitely at as hizh & rete., Ailso, Soviet aunthorities have
been finding 1t increasingly diffieult to keep consumption goals as low a
proportion of total output as the planners might desire. fﬁvﬁdense acﬁumulgiéd
to date (or published recently by the Joint Zecoromic Committee) indicates
that the Soviet annual growth rate hes in fact slowed miga;{iﬁantly in
comparison with the rates in the irmmediate postwar perlod. %

After we have snid all this, the unplessant fact resalns that wo have
our work cut out for us. The problem we face is to develop a greater
awsreness of the real meaning of the Soviet undertaking, and an equal
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awareness of our own national purposes in responding to it.

What should our goal be? Here we encounter differences of orinien.
Une approach holds that we should step up our annual yate of oubtput to
mateh the recent rates achieved by the Soviets. This would &ﬁan aomething
batwesn two and three times our present annual growth rate. Another
cshoire might be to aim for a conmistent annual rate of 5 percent, A third
alternative is to regard our present rate of outnut ag representative of
the natuwral effort of our system to achieve exvansion. Hueh ageregative
aumeriesl poals are meaningless to almoet svervone. The rarge of alterns-
tives is asuch that 2 parcent growth of & certein kind can provide more
industrial strength and capsoity than 5 pergent growth of some other kind,

I think it should be clear that we must sot be stamseded into a
pattern of forced expunsion simply for the sake of "keeping up with the
ahrushchevs,” Some of us remember that not very many monthe agc we slid
into a recession which some leading etonomists blamed upon a fling with
over-gxpansion of capacity snd inventories, That should have ltaught us
some leseons, becsuse 1t led to business fallures, unemployment, lost
sarnings and profits, and a certain amount of worry around the world ss to
the degree of atabllity in our economie system. 1% 18 interesting to note,
by the way, that we elipned off into that particular decline at the orest
of a pericd of expansion in whiech the snnual growth in the dollsr wvalue of
GNP had been 5 percent. whether there was a cause-snd-effect relationship
is & matter for speculation, but the coincidence is an interesting one,
Certainly, longerun srowth will be ailded by minimiming economic fluctuse
tiens and inflation.
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"o achleve, in the short run, a dowbling or tripnling of our annusl
rate of growth could esll for covernmental intervention in the private
economy on a scale unprecedented in peacetime. Ve might have to retwrn
to wartims nroduction control measures, togsther with a price and wepe
stablligation system to avoid disastrous inflation. You might reply that
thie is exactly what we hawve Yo do, since we are in reality fighting a
dollay and ruble war., But there is more to the issue than this alone.

Tre contest that the world is waiching is that of a dictated economy versus s
rrivate-enterprise sconomy. That is the point that we must not forget. Somoe
how, we have to work our way out on a basis that proves that a private-
enterprigse system can achieve sustainesd and striking growth under ita own
momantum, without becoming an instrument of thinly~disguised governmental
management and regulation,

useretary aAnderson recently summed un the situstion, when he said
“While Governmest cannot forece growth in a free economy, it can do much to
promote sound, sustainable economic progress." Aind he sugrests that we
look behind the broad measures of asserted prowth, such ae GHP, to ask such
gquestions se these:

“Whan growth has taken place, how much did consumption expand relative
to Government use of pgoods and services? lHow much of the Covernment portion
eonslated of military hardware as opposed to schools, highwaw, and other
publie faellities? How much of the output was composed of goods that people
did not vant--goods which ended wp in Government warehouses, being given
away, destroyed, or sold for less than true walue? What sortion of total
output was devoted to enlarpement and modernisation of business slant and
equipment and to resesrch? ... How wers the fruits of the growth in output
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distrivuted among various rroups in the economy? Was the growth character-
ized by distortions and imbalances that would hamper future growth? %o
what extent was temporary growth stimulated by sotions that impinged on the
freo chofee of individuals snd institutions?

in short, we are not to be misled by the illuwsion of growth, but
rather, concentrate on the reallty. And in this process of coritical
zppraisal, let's be candid enough to ask whether Uovernment's part in
arcating what passes for growth is all that we sometimes take for granted,
The U, 8, and Soviet budgets: the problem of commarability

it is probably inevitabls that the alarmists who see vs being Yoverw
taken" in the ares of economic growth, as we suposedly have been overteaken
in the areas of scisnce, sducetion; and missiles, will seize upon the
Covernment's bideet policy as a factor influencing our economic fortunes,
ay misfortunes,.

These critics have a field day when the annual Soviet "budpet® lg
made public, They take particular paines to compars the claimed Soviet
allocations to education, science, and public health with our own budpetary
nlang, and the comparison is invariably udiaﬁz. But the prodblem of compara=-
bility in the two budgets is actually very frustrating. The Soviet budget,
28 we get 1t, consists of perhaps two shects of figwss under very
yenaralised headings, and even our intelligence community leans over back=
ward to polnt out that the offlslal budget of the “oviet Covernment csnnoct
be taken at anything resembling face valuae.

The Uoviet budget, like all other expressions of Soviet policy, bordera
an the dnsorutsble. The significence of spscific appropristions cen only
be guessad at from compardison of changes from other years. ve can't even
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accept o meaningful the relative sise of individuanl budret items, without
considering whether some costs (as for military meesures) may be charged
to some different category such as sciencea or education or industrial
development. The ?gaqal%?ian of ruble aprropriations 4nto dollar eguiva=-
lente i3 squally %;;gtizzgpb@cauua of the contimial variations in purchas-
ing power of the ruble amony the verious sectors of consumer goods,
industrisl investment ard defense. Horeover, you get ons ressult if you
use the official ruble-dollar exchange rate of [owr<to-one, and guite
another 1f you use the unofficisl rates,

&n even graater barrier Lo comparison of the Joviet and U, §, bndgets
arises from the extreme differences in the construction of the two budgets.
The Soviet budget covers the majority of iaveatment outlays, the planning
and administration of the economy, and education, wheress these sctivities
are largely financed in the U, %, by privates enterurise, nrivate institue

tions, and State or local governments. Tn short, the Soviet budget 16 a
. s ooy [ 3

]

reflection of what our own budget might look like if it_eontained\the
sxpenditures of our private BCQNOMY, plus the State and loocal governments,
rlug the Yederal Covernment litself. Comparability betwsen the two budgets,
therefore, is practically impossible in the absence of access to the real
national accounts which are employed by the Soviets. .

1 doubt, for lnstance, that any of us would take sericusly the Soviet
budpet's apparent provision for defense, which indicates that these expendi-
tures amount only to 15 percent of the whole budget, as compared with about
60 percent in the Untted States, lere we ars up asainet a problem in
propaganda, in part, and also a problem in claseification of expenditures,

The Sovist budget definition of delfense expenditures is nsrrower than our
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oun, apperently, and we would have 40 look 4nside quite a few budgelary
heystacke to find the ontlays for manitlons factories, militery resesrch
and development, and even the nuclear energy program. ior exampls, their
oublays for militery reseurch are probably hidden under aducetional
expenditures ~lus & contribution from enterprise funds, "rograms for
avelear snergy might have 1o be trecked down as a part of the expenditures
Hhe va Ll e aFe vy
for Tinancing maeareh imtimtima. In short, my guess would be that the
ofTieial ndpeet entry for Soviet defense is very considersbly underastated,
arnd by the same Yoken, the prime facie msaning of every other vudget entry
is irherently questionable,

W now that it tekes plenty of money, whether dollars or rubles, 4o
gupport o huge militery enterprise. Directur Dulles of CT4, in & recent
publie addrsss, pointed out that the Soviet Unlon msintains wn arsy of
2; nlllion men, Ye stated that the Soviet Army has been fully re-equipped
with modexrn guns, tanks, and artilisry. He has reasen to belileve that the
Tovigt army ws been trained in the use of tactical nuclear wsspons, In
addition, they have modern alrplanes and a large number of submarines, and
we know thet they have channeled s large effort into spuoe vehicles snd
rocketyry.

All the indications are, in fact, that the burden of armements in the
Soviet Union comprehends a larger relative persentage of theilr GNP than ["‘

@taxi

they can stend and smn aemomliah thelir objective of sconomie :iewmra-—; e

; fe 2T
mmﬁ.\,ft ia ao m’z&ar tm;, umim' thase umditiam, tha*z' indxxstrial
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growth has been achieved in stark circumstances, and that the cuwrrent | P s, Pyt
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Yaviet policy s to pursue the prugmatic objective of a thaw in ferelgn' Atafueebe 12
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7 hope that what ¥ have said here today us to the acubte difficulties
and hagards of comparing the Loviet budget with our own will have the
off'set of stimulating much rore in the way of strenuous regearch into this
problem of comparability. 7f it accomplishes nothing more than to catalog
the dif ferences which obstruct obiective comparisons, it will have besn
worthwhile, dy the same token, it should serve to put a damper on
irresponsible criticism of our own budgetary policles,

Urowth and budeet policy

How, let's deal with the gquestion of whether, assuming thet we do not
want forced governrental growth with the resulting unacceptable conse-
gusnces, the prasent budget and fiscal policy of the Federal tovernment ls
sonsistent with the Hation's nsed for growth., 4 highly vocal zector aswong
the country's sconomists have sald flatly that our present budget policy
i leading to stapnation and not prowth, Dolled down, their commlsind is
that the poal of a balanced budget has been allowed to begcobe a parsmount
aspect of oublic policy with the result that needed exrenditures beyond
foreseeable revenues are inadmiesible regardless of merit., They contend
that needs are needs, after all, and that our economic system can afford
%t mest them squarely. Some say the needs should be met even though budget
jaficite may resalt, What they ars contending is, of course, that deficit
spending will promote economic sctivity and hence create new wealth and
wali-peing, wnile incidentally sugmenting tax revenues., 'This is what waas
onee known ag the doctrine of spending oneself into prosperity. It dies a

hard death,

Approved For Release 2001/08/27 : CIA-RDP62S00545A000100090034-0



Approved For Release 2001/08/27 : CIA-RDP62S00545A000100090034-0

‘he ghort and merciful snswer to all this ix to look at whare we
shand today, after 2L deficits in the past thirty vesrs. Our public debt
1s 5295 billion, well over half of our annual GNP enuivalent. The cast of
saying iut&rﬁst an the money that has been borrowed by the Federal Govern-
mont is vunning over %? billion in the anmial budget, and fromw the WaY
things look now, 1t will be even hirher in future yoars as the Tressury is
abliged to compete for short-term refinancing at high rates of interest.

‘n the past year, there hus been evidence of srowing disinterest on the
part of investors in Covernment honds. | cannot bring myself to believe
fhat the Nation's interest in sound economic growth would be ssrved best
Ly compounding the nroblems of mounting debt, crushing interest charges,
irperiled public credit, and inflation.

“ther critics of our present hudget policy are willing to pay highey
taxes for an increase in Uovemment services. Dut the daxing notential ig
not unlimited. Ve need to preserve incentive in our kind of syvater, and
we cannot increase the Covernment share of the sconomy lndefinitely without
prejudicing nrivate initiative and investment oonortunities,

! agree, on the other hand, that we find ourselves with a real
domestic problem which we might call the Budget Jap.” This is & short
'daanriatisn for the mounting list of unmet social needs bayond the cspoei-
ties of today's Federal tax and expenditure system. On the taxing side,
thera are limits to the Tressury's {ncome under oresent law, partly
secause of the structure of exerpbions, credits, and enforcement techniques.
‘n the expenditure side, momt of the availsble money poes for dsfense,
aubsidies of various kinds, and the payment of interest to the Govarnment's

craditors, bdetween the two prongs of the vincers, it is manifestly hard
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Lo Tind sufficlent flexibility to permit new programs to get into the
budgat,

i gourse, sorething can be dong to relieve this inflexibility. The
Congress is siresdy manifestins considerabls intersst in an overhaul of
the tax structure, Un the exvenditure side, the Mresident has rade 18
vroad recommendations to the Congress for statutory revision of the basis
on which benefit and subsidy programs are now authorized. HNeveriheless,
this is & slow and painful process, and to date we have litile that we can
soint t0 in the way of either sympathy or results,

P owe are umwilling to be taxed beyond nresent rates in order to DaYy
for what we think imvortant, and if we are =qually unpreparsd to get rid
of some of the subsidy oparations which now eat uo our taxes, then we have
no choice but to either postnone new programs or dig ourselves into an
cven deeper financial hole through deficits and bigger debts., Call it
what wvou will, but T don't belleve you can properly call it progress,
‘mal more and more convinced that ths budgst todav 48 saddled with
yesterday's orioritieas rather than tomorrow's: and if the Soviet's
challenge meana anything, 1t certainly means that we had better start
thinking in terms of tomorrow. For their own part, they are runaing ss
fast as they can from the nest, in order to be first for the future, and I
think we all wope that they'll find us already there when they arrive.
dut 1t lsn't coing to hanoen that way unless we wet busy in a harrv.

I hope you will think abount these considerations when you form your
oninions on the question of what share of our resources ahould be allocated
to national defense and how these resources should be sllocated within the

delense total., Al the oresent time, about 60 percent of the Covernment's
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budiget poes 10 this catepory of expemniiture, That's & larce bite, both
ahsolubely and relatively,., ind yel, we could doubtless allocate signifi-
cantly larger sums to natlonal defense programs, 4f we folt that they were
raquired. Of course, what we grend for defense can't be spent for anything
alee. From the standpoint of the whole spectrum of national needs, our
budget 1s certainly unevenly sllocated.

i national defense 1l only one component of national security. We
cannot afford to consentrate on weapons to the practical exclusion of the

other dimensfions of the threat of communism, We sre being challenged not

foda

only militarily, but as well in education, in secience, in technology, in
appiculture, in trade, in medicine, and in the villages and native councils
of peoples and races which are only now awakening to the existence of
modern civiligation, ur national security is g many~faceted proposition,
it at its root is the proposition of a healthy private-enterorise economy,
sithin that arimary objective, it should be nossible 40 make & balanced
provision for the national defense, shether it ends up at 60 percent or
some other relative measure ‘n the total budeet., In arriving at that
decislon, we must look outward at the whole renge of our responsibilities
in the world, and not merely inwardiy tc the maximum satisfaction of
certain standards of military capability.

and 20 T return again to the challenpre of sconomic growth, and what
we can do about 1t in order to saferuard our national secwrity, Jur hope
liss, [ believey in the standards we adont to movern the afficient and
continuous use of our sconomic resources. Mirst of all, we must allow
vresthing-room for the process of canitsl formation in order to maintain
@ strong incentive for enternrime. This means avoidance of ovpressive
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taxing policies, and squally the restraint of price and wase inflation,
sstondly, we must stop the present strain on the budget which ig repre-
gented by the rise in the public debt and its associsted coste in intercst
aud derrecisted public credit, Third, we must devise, in the tradition of
¢ {ree society conscious of its responsibilitiee, a system for determining
wriorities among the many soclal needs, so that our public policy can be
rebudlt to fit the desperate contest which lies just shead, for it fs only
in this way that we can frae ourselves of the accumulation of distractions
which obscure the vision we must achleve, And if we do thsse things well,
we will find, I believe, that growth under free enterprise 18 by no means
the lmprobability that Mr, Xhrashchev would like us to belleve it.

ihe essence of the half-century which lies shead, in my view, is not
an exhausting bi-national competitlon for economic growth, bul much more
likely = comparative demonsiration of the respective capacities of two
dlssinllar socleties to advance productively and creatively in the
seonomic snhere in a setting of stability. That 1s the voal: growth with
stability. and for whom is this demonstration to be staged? That, too,
is clear, for in this century of technological awakening the whole world
L8 the audience, snd industrial growth is destined to ve widely, perhacs
universally, shwred. In this sense, the concept of our national security
takes on a broader meaning, sisnilfying the quality of a particulsr social
tystem, based on fres enterprisc, the Christian ethic, end the ruls of law,
to endure in circumstances that today we find 4t difrficult to visuslize
with much clarity. The externals of thabt system may change often and
markedly, but if its inner foundetions are built well, its chances for

sadurance are strong. 4 moving index of productivity is hardly the north
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star by which we should navigate, “owever luminous its trail may be. Far
more imoerative u standsrd on which to grow, with stability and order, is
the abllity to look critically at how we are employing our resources, and,
aven more deenly, to declds to vhat grest purposes we wish 4o allocate
those resowrees. 1halt 19 the key, We must not bshave sz thowh we were
“a comnleted society, with no further great business to transact,”

Lat me end with this furthsr thourht from alt fostow: The problem
posed by Hussia lies not in any uniqueness of its story of wodernigation,
oub in the nuestion whether the Vest cun mobilige {ts ample resouwrces Lo
do the jobs that must be done-~resources of the spirit, intellect, will
and fnsight quite as much as eteel and electironic padpetsy Jobs which
axtend not only Yo missile areenals but to the Indian five-year nlans and
the far reaches of the British Comromwealth. The puzzle lies not in the

aysterious fast, but in ithe inscrutable West.*
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